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S 1 The Railroads’ Dilemma

Improved Earnings Still not Revenue Adequate

Railroads “Punished” by Wall Street for Making
Capital Investments

Railroads Often Found that Infrastructure Investments
Failed to Generate Sufficient Income

Long term Strategy to Reduce Size of Workforce

Added Rail Infrastructure is Long-Lived While Demand
Increases can be Short-Lived
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Railroad Employment 1939-2003
(in thousands)
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The Developing Rail Capacity
Crisis

Shrinking Workforce and Infrastructure Partly
Offset by Productivity Improvements

But Continuous Increase in Traffic Begins to
Absorb “Excess Capacity”

Network becomes More VVulnerable to
Stochastic Events

A Perfect Storm or the Ralil Version of Global
Warming



Capacity Problems-2003-2004

Expanding Economy Led to Surge in Imports

Large Grain Harvests in 2003 an

Growth in Export Coal Market

Crew Shortages due to Wave of

d 2004

Retirements

Equipment Shortages due to Rec

uced Purchases



Intermodal Shipments beginning 1965
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Class | Capital Expenditures
(in billions of current $)
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Carrier Responses to Recent
Capacity Problem

More Cars and Locomotives Bought and Leased
Accelerated Hiring and Training of Train Crews
Some Infrastructure Expansion Efforts

Price Rationing of Available Capacity

Railroads Choosing who they will Serve and the
Common Carrier Obligation



o« -_ Long-Term Ralil Capacity
s Constraint Factors

Demand for Freight Rail Transport Projected
to Grow by 60%-70% over Next Two Decades

Railroads’ Inability to Earn Cost of Capital

Pressure from Wall Street to Reduce Capital Costs
and Improve ROI

Long-Term Contracts Limit Railroad
Pricing Flexibility

Railroads tend to Bid Long Term Contract
Rates Down to Long Run marginal Costs
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Rallroad Cost of Capital and ROI

'!H'“ : }? Sources: Annual R-1 Reports and AAR
BNSF | CSXT NS UP KCS SO0 GT IC

1996 8.6% | 8.9% | 13.0%| 93%| 7.2%| 23.5%| 0.0%| 15.2%
1997 8.4% | 98% | 13.1% | 52%| 3.6%| 12.3% | 5.2% | 15.8%
1998 9.7% | 8.1% | 105%| 2.9% | 9.1% 49% | 3.0%| 13.6%
1999 95% | 3.8%| 52%| 6.8%| 6.4% 2.95% | 25.4% | 10.0%
2000 88%| 3.6%| 55%| 6.9%| 6.3% 2.6% | 59% | 5.9%
2001 7.1%| 46%| 83%| 7.6%| 7.0% 2.9% | 49% | 4.9%
2002 6.4% | 52%| 9.1%| 86%| 6.5% 5.7% | 3.1%| 3.1%
2003 6.2% | 4.0%| 91%| 7.3%| 3.7% 01% | 45%| 4.5%
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What is The Role of the Public
Sector?

Railroads Support Limited Role—Public/Private
Partnerships (Alameda Corridor, CREATE)

Railroad Trust Fund Concept

Investment Tax Credits
-Short Lines and the 286K Ib. Car Problem

-Class | Access and Limited Fiscal Capacity
- RIM and RIFF



STB’s Role has Centered on Rate Reasonableness
for Regulated Traffic

Most Commodities are Exempt from
Regulation and/or Modally Competitive

Interstate Commerce Laws and Doctrine
Address Reasonableness of Rates and Service

Shippers want “Fairness”
What Can and Should the Board Do?
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Board carefully monitored rail trends and performance
metrics

Urged open communication between railroads and
shippers

— San Francisco, Atlanta, Kansas City and Houston Service fora
— Worked to resolve many smaller service complaints

Asked railroads to submit their fall peak plans

Worked with railroads and shippers on service issues
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